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Executive Summary

The 1994 State Implementation Plan (SIP) requires significant emission reductions and
most stakeholders believe that achieving these reductions is a significant challenge. In
addition, the Legislature believed that it was important to provide maximum flexibility to
both private industry and local air quality districts to determine how to achieve required
emission reductions. Therefore, at the request of many stakeholders, the Legislature
passed Senate Bill 501 (Calderon), statutes of 1995.

This legislation provided for emission reduction credit programs through voluntary
accelerated vehicle retirement (VAVR). Designed to be market-based, these programs
provide an alternative strategy to achieve emission reductions at a lower cost when
compared to traditional emission control strategies, such as stationary source controls.

SB 501 statutes, Health and Safety Code Sections 44100 — 44122, required the Air
Resources Board (ARB) to adopt regulations for VAVR credit programs for use by both
public and private entities. In compliance, the ARB originally adopted the current VAVR
regulations on October 22, 1999. This type of VAVR program is commonly referred to
as the Mobile Source Emission Reduction Credit (MSERC) program.

Concurrently, to provide a "safety valve" for consumers with vehicles that fail the
biennial smog inspection, the Bureau of Automotive Repair (BAR) implemented a VAVR
program separate from the MSERC programs operated under the above referenced
ARB regulations.

In summary, the important distinction between these two VAVR programs is that the
VAVR program operated in compliance with ARB regulations generate emission
credits to substitute for other SIP required emission reductions. Whereas, the program
operated under BAR regulations is strictly a safety valve for consumers that fail the
biennial smog inspection and is not used to generate emission credits.

Until recently, because the price paid to consumers was similar (i.e., $450 to $700 per
vehicle), the two types of VAVR programs functioned in relative harmony, even though
vehicle eligibility requirements differed between the two programs. However, this
changed when BAR more than doubled the price paid to retire a vehicle from $450 to
$1000 per vehicle. The BAR payment increase caused the perception that the two
programs were in competition. In addition, this caused a closer examination of the
vehicle eligibility requirements between the two programs with many stakeholders
noting that the BAR vehicle eligibility requirements are less stringent than those
established by the ARB VAVR regulations.

Stakeholders then complained that the combined cost differential and vehicle eligibility
differences jeopardized MSERC program viability. Additionally, participants noted that
the Health and Safety Code requires the ARB to “harmonize the requirements and
implementation of this program with the motor vehicle inspection program”. Statutes



also state: “Insofar as practicable, these programs shall be seamless to the participants
and the public.”

Finally, stakeholders also noted that the Health and Safety Code requires regulatory
provisions to provide for recycling, sales, and use of parts from vehicles offered for
retirement. It should also be noted that, on February 26, 1999, Senator Johannessen
introduced Senate Bill 1058 to legislate parts recovery limited to non-emission-related
parts. However, Senator Johannessen dropped this bill to allow the ARB an opportunity
to re-examine and/or revise the VAVR regulations.

In summary, many participants felt that present ARB regulations fall short in meeting the
mandates of the Health and Safety Code, i.e., “harmonize” ARB and BAR regulations
and provide for parts recovery from retired vehicles.

In response, the ARB staff completed a fact finding study focusing on the differences
between the ARB and BAR VAVR regulations, as well as, to examine options to provide
for parts recovery and re-sale. For this effort, ARB staff conducted several informal
workshops with the various stakeholders. Then, based on the workshop results, staff
prepared; and, released for public comment, a preliminary staff report with
recommendations to revise existing regulations and to present parts recovery options.

Finally, interested parties submitted numerous comments regarding the
recommendations contained in the staff report. ARB staff evaluated the public
comments; and, as a result of the review, ARB staff proposes to amend the ARB VAVR
regulations as follows:

ARB staff recommends a revision to the ARB VAVR regulations to minimize the
differences between ARB VAVR regulations and BAR VAVR regulations per
Health and Safety Code, Section 44102. Specifically, with respect to vehicle
eligibility, ARB staff recommends that the ARB VAVR regulations be amended to
match the BAR regulations with only two exceptions, i.e., driving in reverse and
the vehicle registration history.

ARB staff recommends a revision to the ARB VAVR regulations to allow limited
parts recovery. Specifically, ARB staff recommends that the ARB VAVR
regulations be amended to allow parts recovery for non-emission-related and
non-drive train parts.



Background

The Health and Safety Code provides for two types of VAVR programs:

(1) The BAR program which is a “safety valve” for consumers with vehicles that fail
their smog inspection, but may have difficulty affording repairs and/or deem
repair costs not cost effective; and,

(2) MSERC programs to be operated by private enterprises under local district
control following ARB regulations. Under this type of program, local districts use
the vehicle retirement program’s emission benefits (“credits”) to substitute for
other required emission reductions, such as, trip reduction strategies or
additional stationary source reductions.

The fundamental difference between BAR’s vehicle retirement program and programs
operated under ARB regulations is:

Only vehicles that have failed their most recently required biennial smog
inspection (within the last 120 days) are eligible for BAR’s VAVR program;
whereas,

Only vehicles that pass their biennial smog inspection (or, are exempted from
biennial inspection) are eligible for MSERC programs.

This distinction ensures that MSERC emission reductions are “surplus” to the reductions
achieved under the Smog Check Il program.

To establish operating conditions for these two types of programs, the BAR adopted its
VAVR regulations on December 3, 1998; whereas, the ARB adopted its present VAVR
regulations on October 22, 1999.

Notwithstanding that the two VAVR programs serve different purposes, the Health and
Safety Code requires that the two programs operate in “harmony.” Specifically, Section
44102 states:

“(a) The state board, the Department of Motor Vehicles, and the department shall
harmonize the requirements (emphasis added) and implementation of this
program with the motor vehicle inspection program and other programs
contained in this chapter, particularly the provisions relating to gross polluters in
Article 8 (commencing with Section 44080) and the repair or removal of high
polluters in Article 9 (commencing with Section 44090).

(b) Insofar as practicable, these programs shall be seamless to the participants
and the public (emphasis added).”




For the most part, the two types of VAVR programs have operated without significant
conflict. Specifically, the price offered by BAR to retire a vehicle was generally less than
the price offered to retire a vehicle under the local MSERC programs, i.e., $450 versus
$500 - $700 per vehicle, respectively. Therefore, enterprise operators and local districts
considered the two programs “compatible” and did not complain about the regulatory
differences.

However, this situation quickly changed on July 1, 2000, when BAR increased the
amount paid to the consumer from $450 per vehicle to $1,000 per vehicle. This action
created a substantial differential between the two programs and caused at least the
perception that the two programs were in “competition.” In reality, BAR’s program
targets vehicles failing their biennial inspection; whereas, the private sector programs
operated under the ARB regulations target vehicles that pass or are exempted from the
biennial inspection.

In addition, BAR’s increase to $1,000 per vehicle focused attention on the regulatory
differences between the two types of programs. In fact, many interested parties
consider the BAR vehicle eligibility regulations to be much less stringent than the ARB
vehicle eligibility regulations. For example, to be eligible for vehicle retirement, ARB
regulations require that a vehicle must have windshield wipers and mirrors present and
operable; whereas, BAR regulations are silent on these two items.

As a direct result, many stakeholders believe that the cost differential combined with the
regulatory differences, makes the MSERC type VAVR programs NOT competitive with
the BAR VAVR program. These stakeholders further complain that the combined cost
differential and regulatory differences jeopardize MSERC program viability.

However, it should be noted that the more stringent ARB regulations attempt to ensure
that a vehicle is being driven on a regular basis prior to retirement to ensure that
emission credit is not given or taken for vehicles that are, in reality, sitting idle and not
being driven. On the other hand, vehicles retired under BAR’s VAVR program generate
no “credits”; therefore, it is less critical to air quality that BAR ensures that the vehicle is
actually being driven on the road.

With respect to the cost differential, the market place controls the price offered for
vehicles retired under ARB regulations. It is beyond the scope of ARB authority to
regulate these prices or the prices offered under BAR’s program. On the other hand,
ARB does have the authority (and responsibility) to minimize regulatory differences
between the two types of programs.



ARB Staff Proposal to “Harmonize”
Vehicle Eligibility Requirements

As previously stated, the Health and Safety Code requires that the ARB/BAR VAVR
programs operate in “harmony”.

At workshops and meetings held this year to review the ARB’s VAVR regulations, as
well as, in response to the preliminary ARB staff report, several groups (classic car
clubs, after-market parts manufacturers, scrap dealers, and local air districts) provided
public and written comments about the ARB regulations. In fact, participating districts
and dismantlers reported that the present ARB vehicle eligibility requirements impose
measurable hardships on the MSERC programs. Finally, almost all interested parties
noted that Section 44102(a) of the Health and Safety Code requires the ARB VAVR
regulations to be harmonious with respect to BAR’s VAVR program.

With few exceptions, the participants recommended that ARB revise the ARB
regulations to closely follow the vehicle eligibility requirements specified in BAR
regulations. However, it should be noted that one reviewer took exception to
suggestions urging the ARB to simplify vehicle eligibility regulations to conform to BAR
regulations. This reviewer believed that this would have the effect of allowing more
vehicles to become eligible for scrappage at the expense of a greater number of such
vehicles not having actually been driven on a regular basis. Thus, their reasoning was
that MSERC'’s would be claimed for vehicles, which are not in fact true contributors to
the emissions inventory.

The following Table 1 presents a side-by-side comparison of ARB and BAR vehicle
eligibility requirements (Appendix 1 presents the actual text of the proposed regulatory
changes). Please note that ARB staff proposes to amend current ARB regulations to
delete those words shown in strikethrough and add those words underlined. If
approved, these regulatory changes will “harmonize” ARB regulations with BAR
regulations with only two exceptions as discussed below.

First, the proposed revised ARB regulations still require that a vehicle must drive 25 feet
in reverse; whereas, BAR’s regulations contain no requirement that the vehicle be
capable of driving in reverse. ARB staff believes that vehicles that cannot be driven in
reverse, generally drive infrequently, at best. Therefore, this requirement is needed to
ensure that the credits claimed under MSERC programs are credible. An increase in
emissions can actually result when an infrequently driven or non-operating vehicle is
retired (once the credit is used).

Second, ARB proposed vehicle registration requirements continue to differ with BAR
regulations. Specifically, BAR regulations do not allow an expired registration greater
than 120 days after the postmark on the VAVR application. Essentially, under BAR'’s
regulations, the consumer may allow vehicle registration to lapse for up to 120 days
after failing the smog inspection. BAR included this provision to allow the consumer 120
days to decide between repairs versus vehicle retirement.



Table 1

Side-by-Side Comparison of Vehicle Eligibility Requirements
ARB Regulations versus BAR Regulations

Category ARB Regulations BAR Regulations
Doors AII doors present and-operable-without All doors present
tie-downs suchas |e|p|e el tel T _
Hood Hoold lid preselnt I I Hood lid present
Dashboard Daslhboard presenlt. va “'"“gl Hghts Dashboard present
Windshield present. Ne-heles-ertape
Windshield over-holesWindshielthbwperspresent Windshield present
and-working:

Side windows

Beth One side windows present.

One side window present.

Pedals In_tel rlolr Pedaﬁ Is operational prese Interior pedals operational
Panels Original All side and/or quarter panels |All side and/or quarter panels
present-hetcause-nonr-operation. present
Lights Beth One headlights, one taillights, One headlight, one taillight and
and one brake lights present. one brake light present
Trunk Frunk-lid-closed-no-rope—ete: (No requirement)
Seats Driver’s seat present;stays-upg. Driver’s seat present
Bumpers and fenders Both orgina I_Og\rtz;);:?pers, netcause One bumper present
nen-operation .
Exhaust Original exhaust s_ystem present-hot Exhaust system present
cadse-hon-operation.
Holes No-heles-in-Hooror-passenger (No requirement)
combartment
Drive forward and in reverse 3 25 feet.
ldle-and-operate2-10-seconds—DBrive | Drive forward 3 10 yards under
A . |2-100-feetand-stop-with-brakes—First [own power. (ARB regulations
Drive-ability/operability 60feet3 5.5 secondsin-dnrweather; |will keep driving forward and
3 8.5 seconds-inwetweather—Return |reverse for 25 feet.)
. J - -
Reasons for Rejection No-stathing-of ‘”’ll"“e nc-other SouRas: (No requirement)
. . R . ! !
DOUbé?ii'lr?;bl“ty windows,-and-mirrors-present-and (No requirement)

Ineligible Vehicles

Can not be under Smog Check
economic hardship/waiver. Mustret

be-high-emitter or grosspolluter:

Can be under BAR economic
hardship extension/waiver.




On the other hand, current ARB VAVR regulations allow planned non-operation status
for up to 2 months and/or a registration lapse of up to 180 days within the last 24
months prior to retirement. However, the vehicle must be registered as operational
during the last 3 months of the 24-month period (two complete registration cycles). This
provides some level of confidence that the vehicle is truly driven on the road because to
be registered, the vehicle must pass the necessary smog inspection and, even more
importantly, be currently insured. It is doubtful that a consumer would expend funds to
meet these requirements unless they truly intended to drive the vehicle.

Notwithstanding this, the ARB staff proposes to amend regulations to further simplify
vehicle registration eligibility requirements. Specifically, staff proposes to replace the
limits in registration lapse with a requirement that the vehicle be registered as an
operating vehicle for at least the last 120 days prior to retirement. This means, as a
registered operating vehicle, the vehicle passes the most recently required smog
inspection (if required for registration), the vehicle is insured; and, all fees have been
paid.

It should be noted that this represents a substantial change from current regulations in
that there is no requirement that the vehicle be registered for two consecutive
registration cycles. Therefore, under this proposed revision, it is more possible for a
vehicle to be imported into the local district and retired for credit than would be possible
under current regulations. However, ARB staff believes this risk is minimal given the
current economics of MSERC programs, i.e., a vehicle would have to be imported to the
district (at some cost), then held for the required 7-day waiting period (at some cost) just
to be sold for $500 to $700 with very little or no profit margin.

As previously noted, almost all interested parties agreed that ARB vehicle eligibility
regulations should be revised to more closely mimic the BAR regulations. However,
notwithstanding this, participants also proposed two interesting alternatives to the
eligibility requirements specified in BAR and/or ARB regulations:

The first alternative proposal was to simplify the vehicle eligibility requirements to only
one primary requirement, i.e., verification of vehicle odometer information, using BAR
Vehicle Information Database (VID) data, to verify that the vehicle being retired traveled
a specified average number of miles in a given year. The reviewer opined that this
would simplify program administration and reduce costs while also making the program
easier for the public to understand and accept. In addition, this approach addresses a
primary concern with the MSERC programs, i.e., ensuring that the credits claimed relate
to the actual vehicle emissions.

To evaluate feasibility, ARB staff researched available studies performed by BAR to
assess the reliability of vehicle specific VID odometer data. ARB staff found that,
although BAR uses VID odometer data to calculate average annual VMT, the VID data
set must be purged to eliminate potentially inaccurate or misleading odometer entries.
As example, BAR rejects an odometer reading when it is less than the odometer
reading from the previous Smog Check, i.e., the odometer ran backwards. Furthermore,



in their annual VMT report®, BAR stated that out of approximately 10 million vehicle
smog check records, they purged nearly 4 million records (40%) for one reason or
another (including odometer readings). Consequently, although BAR utilizes the purged
VID odometer data to calculate a statistically reliable average annual VMT, ARB staff
concluded that VID odometer data was not reliable to determine vehicle specific vehicle
miles traveled. Therefore, ARB staff rejected this alternative vehicle eligibility proposal.

It should be also noted that, rather than VID odometer data, one reviewer proposed
using on-road remote sensing data to verify that a vehicle is actually being driven, as
well as, to assess the vehicle’s emissions. This proposal has some merit and ARB staff
intends to consider this proposal pending the results of BAR’s scheduled remote
sensing feasibility study.

The second alternative proposal was suggested by one of the local air districts. The
district proposed that the vehicle eligibility requirements be consistent with the motor
vehicle code. Specifically, under this proposal, it is assumed that if the vehicle meets
vehicle code requirements, it is considered to be both road-worthy and being driven;
therefore, it is eligible to be retired under MSERC programs. Any vehicle NOT in
compliance with the vehicle code, would NOT be eligible for retirement unless and until
necessary repairs were performed.

ARB staff rejected this proposal because compliance with vehicle code requirements
does not accurately indicate if a vehicle is actually being operated on the road. More
precisely, it is extremely common to see vehicles on the road that are obviously not in
compliance with the vehicle code (as example broken tail or head lights). Further ARB
staff believes that it would be wasteful to require these vehicles to be brought into
compliance, then to immediately retire the vehicle. Finally, ARB staff suggests that, if a
vehicle is not in compliance with the vehicle code, then this is an indicator that the
vehicle is relatively poorly maintained (even though it may pass smog inspection) and
these are the specific vehicles that should be targeted for MSERC programs.

! Methodology for Calculating Vehicle Miles Traveled (VMT), Smog Check Performance
Evaluation, Report 2000-06, Engineering and Research Branch, Bureau of Automotive
Repair, September 30, 2000.



The Parts Recovery Issue

While the VAVR parts recovery issue continues to be controversial, it is important to
understand the actual magnitude of current MSERC VAVR programs, Table 2 shows
the total number of vehicles retired under MSERC programs for the year 2000. As Table
2 shows, only 6,901 vehicles were retired under these programs, or approximately 0.3%
of the State’s total 1966 through 1981 vehicle population. Also note that this is only
2.8% of the approximately 250,000 total vehicles annually retired in the state from all
sources, not just the MSERC programs.

It should also be noted that while Table 2 shows the total number of vehicles retired
under ARB regulations in the year 2000, only two of the districts, the Bay Area and the
South Coast, use the “credits” generated under their MSERC programs against other
SIP requirements. Both these districts apply the credits generated against “trip
reductions” specified in their local plans. None of the credits are currently sold to
stationary sources as is commonly believed.

Table 2
Vehicles Retired Under ARB Regulations for Year 2000

District No. Vehicles
Bay Area 3,821

South Coast 2,626

Santa Barbara | 282

San Diego 172

Total 6,901

Specifically with respect to parts recovery and resale, under current regulations, neither
BAR, nor ARB allows parts recovery. In fact, the CCR, Title 13, 82604, ARB regulations
state:

“...(2) No parts may be removed, for sale or reuse, from any vehicle retired for
the purpose of generating emission reduction credits. The only allowable use for
any retired vehicle is as a source of scrap metal and other scrap material;

(A) An enterprise operator may separate ferrous and non-ferrous metals
prior to vehicle retirement to sell as a source of scrap metal only;

(B) An enterprise operator may sell tires and batteries to an intermediary
tire/battery recycler only. All facilities generating or receiving waste tires
must use the services of a registered tire hauler/recycler. Battery recyclers
must be registered and licensed to handle batteries;...”

Notwithstanding the above, Health and Safety Code, Section 44120, states:



“44120. Vehicle disposal under the program (VAVR programs operating under
ARB regulations) shall be consistent with appropriate state board guidance and
provisions of the Vehicle Code dealing with vehicle disposal and parts reuse, and
shall do both of the following:

(a) Allow for trading, sale, and resale of the vehicles between licensed auto
dismantlers or other appropriate parties to maximize the salvage value of the
vehicles through the recycling, sales, and use of parts of the vehicles, (emphasis
added) consistent with the Vehicle Code and appropriate state board guidelines.”

According to several interested parties, including the Legislative Council, ARB’s parts
recycling prohibition regulation (CCR, Title 13, 82604) appears to conflict with the
Health and Safety Code, Section 44120, which provides for parts recovery. In addition,
this issue was raised during the public comment period by the Automotive Parts and
Accessories Association, Pick-Ups Ltd., the Specialty Equipment Market Association
and numerous private parties as follows:

“Section 44120 of the Health and Safety Code mandates that all scrappage
programs allow for parts recycling. This requirement helps make the program
more economically viable. It was inserted in Senate Bill 501 to satisfy the
concerns of aftermarket parts and service providers and car collectors that only
emission-related parts would be destroyed. ARB regulations ignore this
legislative mandate.”

In the final statement of reasons for rulemaking, ARB staff disagreed with this comment
and argued that a conflict between the ARB proposed regulations and the Health and
Safety Code, Section 44120 does not exist. Specifically, ARB wrote:

“Health and Safety Code Section 44120(a) states that the disposal of vehicles
retired in accordance with the regulations adopted pursuant to SB 501 shall:
"Allow for trading, sale, and resale of the vehicles between licensed auto
dismantlers or other appropriate parties (emphasis added) to maximize the
salvage value of the vehicles through the recycling, sales, and use of parts of the
vehicles, consistent with the Vehicle Code and appropriate state board
guidelines." First, the Vehicle Code provides the Department of Motor Vehicles
mechanisms for "electronically” retiring a vehicle. These mechanisms allow for,
but do not require, the resale and reuse of most vehicle components. Second,
the VAVR regulations, which prohibit all vehicle parts resale and reuse from
vehicles retired to generate mobile source emission reduction credits, do allow
for recycling of the vehicle as scrap metal or other scrap material. These
regulations represent the "appropriate state board guidelines"” referenced in
Health and Safety Code Section 44120(a). Third, the Bureau of Automotive
Repair (BAR) has adopted the Vehicle Retirement Program. The Vehicle
Retirement Program allows for no recycling of parts other than batteries and tires
except as scrap metal or other scrap material. Health and Safety Code 844102
mandates that BAR and ARB harmonize the requirements and implementation of
the respective vehicle retirement programs. Finally, it is important to note that the
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South Coast Rule, 1610, recently came under public scrutiny for allowing
dismantlers to sell parts. The sale of parts in this program resulted in parts being
used on vehicles that would not have qualified for the scrapping program without
being "fixed up", thereby producing emission reduction credits that are not
surplus. There is no way to ensure that parts resold and reused once a vehicle
has been retired in a VAVR program are not used to keep another high polluter
on the road or to "fix up" a vehicle that would have been retired through natural
attrition but is, instead, retired in a VAVR program. Thus, in accordance with
Health and Safety Code 844121 which states that " The state board shall develop
standards for the certification and use of emission reduction credits to ensure
that the credits are real, surplus, and quantifiable" the VAVR regulations do not
allow for parts reuse.”

Finally, ARB staff notes that the Health and Safety Code, Section 44210 (b), requires
vehicles with special collector interests to be set aside for resale to the public and
current regulations provide for this via a 7-day waiting period before a vehicle can be
crushed. Specifically, the CCR, Title 13, 82604, ARB regulations state:

"There shall be a minimum period of seven (7) days between the time a vehicle is
first offered for sale into a VAVR enterprise and the time of completion of the
sale..."

Therefore, this mandatory waiting period provision meets both the intent and text of the
Health and Safety Code, Section 44120 (a). Specifically, the purpose of the mandatory
waiting period is to “allow for trading, sale, and resale of the vehicles between licensed
auto dismantlers or other appropriate parties to maximize the salvage value of the
vehicles through the recycling, sales, and use of parts of the vehicles”.

During this period, the regulations require the dismantler to notify the local district and
provide a description of the vehicle and the date and approximate time when the vehicle
is scheduled to be delivered for final sale to the enterprise operator. In addition, ARB
regulations require the district to publish this information with the intent to allow car
collector enthusiasts and those interested in affordable transportation to examine the
car and purchase the vehicle before it is otherwise sold to the VAVR enterprise. If the
vehicle is sold, the regulations disallow the dismantler to receive any emission reduction
credits.

Notwithstanding the mandatory waiting period, it should also be noted that MSERC
program operators report that no licensed dismantler or other appropriate party has
purchased any vehicle submitted for retirement under these programs. This leads these
program operators to conclude that these vehicles have little or no parts recovery or
collector car value.

It is also important to note that the Office of Administrative Law (OAL) reviewed the ARB

regulation proposal and staff's response to public comments regarding the parts
recovery prohibition. Importantly, OAL approved the ARB regulation as proposed.
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However, the ARB'’s parts recovery prohibition continues to be an issue with interested
parties such as classic car collectors, aftermarket parts manufacturers, local districts
and dismantlers. In addition, the perception remains that ARB regulations conflict with
existing statutes.

In fact, on February 26, 1999, Senator Johannessen introduced Senate Bill 1058 (SB
1058). This bill would have required MSERC VAVR programs “to be operated in a
manner that results in the maximum availability of vehicles and parts of vehicles for sale
and reuse for the purposes of recycling, remanufacturing, rebuilding, repair, restoration,
voluntary upgrade and maintenance by the public”. The bill would require vehicles
delivered and processed at the dismantler's facility for the program to be made available
for resale, including a requirement that a list of the vehicles be made available to the
public. The bill would specify that vehicles shall not be required to be destroyed, and
would provide that any funds available to the dismantler under the program would be
reduced by the value of parts that are sold from that vehicle. The bill would also provide
that whole vehicles, and vehicles from which emission-related parts have been sold, are
not eligible for the emission credits or other compensation with public funds.

Ultimately, Senator Johannessen agreed to “table” the bill to provide the ARB an
opportunity to re-examine the VAVR regulations. In response, the ARB agreed to revisit
their VAVR regulations.

As previously mentioned, to thoroughly re-examine the VAVR regulations, ARB staff
conducted several informal workshops and meetings earlier this year, and released a
preliminary staff report.

Two opposing parts recovery views summarize the various outlooks presented at the
workshops:

1. Promote or facilitate parts recovery to improve VAVR cost-effectiveness; to
provide low-cost parts for vehicle repair for low-income consumers; and, to
comply with existing statutory mandates; or,

2. Discourage parts recovery to promote the credibility of MSERC programs;
and, to prevent the use of parts from retired vehicles to extend the life of other
older, high emitting vehicles that would otherwise be taken out of service.

The following is a summary of the positions of the various interest groups:

Classic Car Collectors — The classic car collectors contend that the destruction of
parts from older cars causes an irreversible loss of parts that are typically needed and
used to restore cars with significant California historical value. As hobbyists, they take
much pride in the restoration of older classic cars to near mint condition and contend
that these vehicles run as clean as possible. Specifically, they contend that the parts
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recovery prohibition significantly diminishes parts availability, thus resulting in higher
costs to restore classic vehicles.

In addition, these groups argue that classic cars cause an insignificant impact on air
quality because owners drive these vehicles very few miles during any given year.

These enthusiasts also contend that the ARB significantly diminishes MSERC program
cost effectiveness by not permitting parts recovery and resale. Therefore, since public
funds are sometimes used to support the MSERC programs, public funds are being
squandered.

Finally, these groups maintain that the ARB regulations do not adhere to the Health and
Safety Code, Section 44120, to maximize salvage of parts acquired from VAVR
programs.

After-market parts industry — The after-market parts industry maintains that the parts
recycling prohibition reduces the number of older cars utilizing parts this industry
produces; thus, causing a loss in earnings and profits. They believe parts recovery
increases the availability of classic cars; thus, benefiting after-market parts
manufacturers.

Alternately, many after-market parts makers propose voluntary vehicle repair and
upgrade as an alternative to scrap programs. They claim that such programs
dramatically improve emission performance from older vehicles. These manufacturers
point to the pilot repair-upgrade program operated by the San Diego Air Pollution
Control District (SDPCD) which demonstrates emission reductions through
repair/upgrade. Supporters claim the pilot program realizes twice the emissions benefits
of vehicle retirement programs. However, please note that the SDPCD (which operated
the upgrade program) concluded that the actual cost of the upgrade program is at least
four times more expensive than vehicle retirement in terms of dollars per ton of
emission reductions.

Dismantlers —Vehicle dismantlers are in two “camps”, solely depending on their
business structure:

Enterprise operators primarily retiring vehicles to sell MSERCs view parts
recovery as an additional administrative burden lacking cost effectiveness.
More specifically, enterprise operators that retire vehicles to sell MSERCs are
typically large-scale operators that rotate inventories of vehicles waiting to be
crushed in large yards. The removal of recyclable parts slows the movement
of scrapped vehicles. In addition, the large yards struggle to track vehicles
and maintain data on parts resold. Therefore, these MSERC dismantlers opt
not to recycle parts.

Dismantlers which target vehicles with parts recovery value and who also
target the classic car enthusiasts or other consumers performing “self repairs”
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depend on parts recovery to generate revenue. These dismantlers have
similar interests and positions as classic car clubs and after-market parts
manufacturers. These dismantlers generate revenue by recycling parts and
therefore contend that the prohibition of parts recycling degrades revenue
generation for the MSERC program. Since the recycling of parts produces
their main source of income, they support parts resale.

Environmentalists — Environmentalists contend that no real emission reductions occur
when parts are recycled because upon vehicle retirement, the emissions are
“transferred “ to another vehicle marginally passing Smog Check, thus keeping the
second vehicle on the road longer than would otherwise be the case. Therefore, they
claim the allowance of parts recovery causes MSERC programs to become a “sham.”

In addition, environmentalists believe that worn/damaged recycled parts from retired
vehicles may actually cause emissions to increase in the second vehicle compared to
no parts recovery which would cause the consumer to replace the part with a new or re-

manufactured part.

Traditional environmentalists did not attend the 2001 workshops, and did not submit any
comments to the ARB this year on parts recycling. However, at past workshops,
environmentalists have opposed parts recovery and support ARB VAVR regulations
(CCR, Title 13, 82604) which prohibit parts recycling.

Options for Parts Recovery

The following is a description of the three parts recovery options that were included in
the preliminary staff report that was also released for public review and comment.

Option 1 - No parts recycling or resale is allowed (No change to current ARB
regulations)

Pros

Best for air quality. This option minimizes the possibility that recycled parts
will be used to prolong the life of other older vehicles.

Adds credibility to the MSERC programs by ensuring that the credits claimed
are real.

Requires no change to existing ARB regulations.
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Ccons

Continues at least the perception that existing ARB regulations violate the
provision in the Health and Safety Code, Section 44120(a), which states,
"Allow for trading, sale, and resale of the vehicles between licensed auto
dismantlers or other appropriate parties to maximize the salvage value of the
vehicles through the recycling, sales, and use of parts of the vehicles,
consistent with the Vehicle Code and appropriate state board guidelines."

May decrease cost effectiveness of VAVR programs.

May affect price and availability of parts to maintain classic cars or vehicles
owned by low-income consumers.

Option 2 — Allow parts recovery except for “emission- related” parts®and drive
train parts*

Under option 2, the engine, emission-related parts, transmission, and drive train parts
would be removed and destroyed. The remainder of the vehicle could be resold;
however, it is important to note that parts recovery is permissive, not mandatory. The
enterprise operator decides whether or not to resell parts from a vehicle being retired
under the MSERC program.

Under this option, ARB regulations would specify how emission-related parts and drive
train parts are to be removed before the non-emission-related and non-drive train parts
are made available for parts recovery. These regulations would also specify the
requirements and procedures to be used by the dismantler to destroy the emission-
related and drive train parts. Specifically,

“The part will be considered destroyed when it has been punched, crushed,
shredded or otherwise rendered permanently and irreversibly incapable of
functioning as originally intended.”

2 13 CCR 81900(b)(3) - “Emissions-related part” means any automotive part, which affects any
regulated emissions from a motor vehicle that is subject to California or federal emissions
standards. This includes, at a minimum, those parts specified in the “Emissions-Related Parts
List,” adopted by the State Board on November 4, 1977, as last amended May 19, 1981 (and
amended June 1, 1990). (See ARB Emissions-related parts list in Appendix C to Article 1 —
Emission/Drive Train-Related Parts List)

* Drive train parts are all parts associated with the drive train such as engine, drive mechanism,
transmission, differential, axles and brakes.
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To allow time for classic car enthusiasts to examine and/or purchase a VAVR vehicle
(before it is sold to the enterprise operator), the ARB VAVR regulations currently require
a mandatory 7-day waiting period in which the dismantler provides the vehicle
description to the local district. The local district then publicizes the vehicle description
so that the vehicle is available for sale to the public for a minimum of 7 days. If the
vehicle is sold then MSERCs cannot be claimed for that vehicle.

If the vehicle is not sold, the dismantler inspects the vehicle per ARB VAVR eligibility
requirements or more stringent local district regulations. Upon verifying the vehicle
passes the eligibility requirements, the disman